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The Legislative Audit Committee 
of the Montana State Legislature: 


Transmitted herewith is the report on the audit of the Board of 
Investments for the year ended June 30, 1979. 


The audit was conducted by Arthur Andersen and Company, C.P.A.s, 
under a contract between the firm and our office. The comments and 
recommendations contained in this report represent the views of the 


firm and not necessarily the Legislative Auditor. 


The agency's written response to the report recommendations is 
included in the back of the audit report. 


Respectfully submitted, 
Pos A. (Ger 


Morriss i. Brusett, Coke Ar 
Legislative Auditor 


MLB/je 
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STATE OF MONTANA BOARD OF INVESTMENTS 


OVERVIEW OF AUDIT 


JUNE 30, 1979 


Our examination of the financial statements of the State of Montana 
Board of Investments was conducted primarily to enable us to render an 
opinion as to the fairness of their presentation. Included in this report 
are our opinions on the June 30, 1979 financial statements expressed in our 
auditors’ reports dated September 11, 1979. In conjunction with our examinations, 


the Montana legislative auditor specifically requested that our audit procedures 


include the following: 


ule Review all state laws applicable to the Board and determine the 


Board's compliance therewith; 


2) Physically examine all securities held by the Treasurer's office at 
June 30, 1979 and confirm with the holding institution those securities 


held in safekeeping; 


She Confirm with the servicing institution, the outstanding balances 


for all mortgages and SBA loans owned at June 30, 1979; 


4. Examine all mortgages and related documents at specified bank 


locations; 
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Bye Test the accuracy of individual securities listed in the portfolio; 


6. Test Short-Term Investment Pool transactions to determine compliance 


with established guidelines for operation of the pool; 


He Examine minutes of the monthly Board of Investments' meetings. 


During our examination, several items came to our attention which 
should be considered by the Board and which have been transmitted to the 
Board under the title "Memorandum of Suggested Improvements in Accounting 
Procedures and System of Internal Control". These items were considered by 
us during our examination; however, they do not modify the opinions expressed 
in our auditors’ reports. The Board's actions relating to these suggestions 


should result in improved procedures and controls in future periods. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


APPOINTIVE AND ADMINISTRATIVE OFFICIALS 


JUNE 30, 1979 


BOARD OF INVESTMENTS 


Dean H. Albert, Chairman 
John MacMillan 

Patricia P. Douglas 

Jay Lalonde 

John A. Hauf 


ADMINISTRATIVE OFFICIALS 


David M. Lewis 
James R. Howeth 


Term Expires January 
Term Expires January 
Term Expires January 
Term Expires January 
Term Expires January 


Director, Department 
Investment Officer 


of 


1981 
1981 
1981 
1983 
1983 


Administration 


STATE OF MONTANA BOARD OF INVESTMENTS 
SUMMARY OF RECOMMENDATIONS 
JUNE 30, 1979 


As a separate section in the front of each audit report, we include 
a listing of all recommendations together with a notation as to whether the 
agencies concur or do not concur with each recommendation. This listing 
serves as a means of summarizing the recommendations contained in the report 
and the related agencies' replies thereto and also as a ready reference to the 
supporting comments. The full text of the recommendations and the agencies’ 
replies thereto are included under the title "Memorandum of Suggested 


Improvements in Accounting Procedures and System of Internal Control". 


Page 
Securities in Safekeeping - 
The Treasurer's Office should reconcile PMS reports 
with those received from Manufacturers Hanover Trust Company 
of New York (Manufacturers) 17 
Board reply - Concur. See page 23. 
Treasurer's Office reply - Concur. See page 21. 
Manufacturers should not comingle securities and 
should therefore be instructed to account for securities 
in the proper fund. 17 


Board reply - Concur. This recommendation was 
implemented on September 18, 1979. See page 23. 


Treasurer's Office reply - Concur. See page 21. 
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The Board and the Treasurer's Office should 
follow up with Manufacturers as to the location of a 


misplaced security. 


Board reply - Concur. 


See page 23. 


Treasurer's Office reply - Concur. 


Physical Examination of Mortgages - 


The Board should instruct certain mortgage servicing 


See page 21. 


agencies to update and complete their mortgage files. 


Board reply - Concur. 


Mortgage Accounting - 


Year-end mortgage activity should be updated for 


See page 24. 


purchases and payoffs subsequent to June 20. 


Board reply - Concur. 


Dividend Income Receivable - 


A more thorough review should be made at year end for 


See page 25. 


divided income receivable for equity securities. 


Board reply - Concur. 


See page 26. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


ALL FUNDS, EXCLUDING THE SHORT-TERM INVESTMENT POOL 


FINANCIAL STATEMENTS 


AS OF JUNE 30, 1979 AND 1978 


TOGETHER WITH 


AUDITORS' REPORT 


ARTHUR ANDERSEN & Co. 


Bo1seE, IDAHO 


To the Legislative Audit Committee 
of the Montana State Legislature: 


We have examined the statements of investments managed by the State 
of Montana Board of Investments All Funds, Excluding the Short-Term Investment 
Pool as of June 30, 1979 and 1978, and the related statements of investment 
income and changes in investments managed for the years then ended. Our 
examinations were made in accordance with generally accepted auditing standards 
and, accordingly, included such tests of the accounting records and such 
other auditing procedures as we considered necessary in the circumstances. 


In our opinion, the financial statements referred to above present 
fairly the investments managed by the State of Montana Board of Investments 
All Funds, Excluding the Short-Term Investment Pool as of June 30, 1979 and 
1978, and its investment income and the changes in its investments managed 
for the years then ended, in conformity with generally accepted accounting 
principles applied on a consistent basis. 


Our examinations have been made primarily for the purpose of forming 
the opinion stated in the preceding paragraph. The portfolio information as 
of June 30, 1979, contained in Appendix A of this report, although not considered 
necessary for a fair presentation of the aforementioned financial statements, 
is presented as supplementary information and has been subjected to the audit 
procedures applied in the examination of the basic financial statements. In 
our opinion, the portfolio information is fairly stated in all material 
respects in relation to the basic financial statements, taken as a whole. 


Mitac Geducer to, 


Boise, Idaho, 
September 11, 1979. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


ALL FUNDS, EXCLUDING THE SHORT-TERM INVESTMENT POOL 


ee 


STATEMENTS OF INVESTMENTS MANAGED 


JUNE 30, 1979 AND 1978 


a eer 


1979 1978 
Investments managed at book value (current value of $666,312,061 in 1979 and 
$588,267,503 in 1978) (Note 2) $708,740, 868 $625 595,682 
Dividends and interest receivable 11,947,238 10,124,068 
Net unamortized deferred losses on bond swaps (Note 2) 55 148; 671 5,397,906 
Interest purchased receivable 148 ,562 81,966 
Total investments managed $725 ,985 , 339 $641,199 ,622 
STATEMENTS OF INVESTMENT INCOME 
FOR THE YEARS ENDED JUNE 30, 1979 AND 1978 
1979 1978 


INCOME : 
Interest income 
Dividend income 


$ 50,002,724 


$ 41,841,642 


1,725,549 1,249,591 
Gain on sale of investments LOO n72 585 ,428 
Rental income 38 , 633 313671 
52,867,078 43,708,332 

EXPENSES: 
Administrative expenses (104,265) (91,455) 


Net amortization of deferred losses on bond swaps (Note 2) 


Net investment income 


The accompanying notes are an integral part of these financial statements. 


ih 


i; 0615325) 


(1,124,595) 


ime CTCL al dead 
ine er “iso 
* videecsoet Nepwies tn 
4, ie BsoKi Pe ag tte 
= . bi - say ci ees ‘ 
=<ee © ie P [ 


225,002 0 009 11? _ bageven alvemigsva, feter: 


gore ovis 
5 46,002 248 & 6) ,aa0 (648 oye 
\,12> iS 1,209 ok sclee 
1 196 (ile 725 age < (rel ere Va olay- 
sf ax? ipods 
ve Fe, are 0) 199.555 
1a. Ho 1o. aby 


£62)0008@® 
Ais dad} lequur Agud- He*Eshasl bertaSet p= pel 


a ®@ 9 , ~S 
Via > 4 ,e7e nS ‘imi at) Dieters eval a4 


wR Port ier) Ob arc «9toh Goivmineokail! 


STATE OF MONTANA BOARD OF INVESTMENTS 


ALL FUNDS, EXCLUDING THE SHORT-TERM INVESTMENT POOL 


——_——_———_—__2 Eee 


STATEMENTS OF CHANGES IN INVESTMENTS MANAGED 


FOR THE YEARS ENDED JUNE 30, 1979 AND 1978 


TOTAL INVESTMENTS MANAGED, BEGINNING OF YEAR 
Net investment income 
Income remitted to agencies 
Increase in dividends and interest receivable 
Interest purchased during the year 
Collection of interest purchased during the year 
Increase (decrease) in interest purchased receivable 


Net bond swap losses incurred during the year 
Net amortization of deferred bond swap losses 


Decrease in net unamortized deferred 
losses on bond swaps 


Increase in book value of investments due to net amortization of 
discounts and premiums 


Investments purchased 
Investments sold and matured 


Increase in book value of investments 
purchased 


TOTAL INVESTMENTS MANAGED, END OF YEAR 


1979 

$641,199 ,622 

51,701,488 

(49 878,318) 
1,823,170 

391,042 

(324,446) 
66,596 

812,090 

(1,061,325) 
(249 ,235) 
748,819 

5 310,552,884 

(5,228, 156,517) 
82,396,367 


42,492,282 
(40,863,571) 


272 5352 
(344,417) 


69,178 
(1,124,595) 


7, 302,654,537 
(7,220,425, 162) 


— ee ew ee ee ee ewe ee 


The accompanying notes are an integral part of these financial statements. 


$557,741,265 


1,628,711 


(72,065) 
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3c INVESTMENTS NOT CONTROLLED: 


During fiscal year 1978-79, the Board obtained direct control over 
mortgages previously administered by the Public Employee's Retirement 
System and the Workers' Compensation Division . Buildings, land, and 
Teachers' Retirement System Mortgages, the cost of which are included 
in investments managed in the accompanying financial statements, are 
still not under direct control of the Board. The agencies administering 
these assets maintain control and provide the Board with the necessary 
financial information. Rental income from these buildings and interest 
income from the mortgages are included in the statements of investment 
income; however, occupancy and depreciation charges relating to the 
buildings are not material and have not been included in the statements 
of investment income. 


The book value of these assets included in investments managed in the 
accompanying financial statements at June 30, 1979 and 1978 are as 


follows: 
1979 1978 
Mortgages $34,933,215 $56,301,777 
Land and Buildings 299,811 308 ,530 
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STATE OF MONTANA BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 


FINANCIAL STATEMENTS 


AS OF JUNE 30, 1979 AND 1978 


TOGETHER WITH 


AUDITORS' REPORT 


ARTHUR ANDERSEN & Co. 


BotseE, IDAHO 


To the Legislative Audit Committee 
of the Montana State Legislature: 


We have examined the statements of investments managed by the State 
of Montana Board of Investments Short-Term Investment Pool as of June 30, 
1979 and 1978, and the related statements of investment income and distributions 
and changes in investments managed for the years then ended. Our examinations 
were made in accordance with generally accepted auditing standards and, 
accordingly, included such tests of the accounting records and such other 
auditing procedures as we considered necessary in the circumstances. 


In our opinion, the financial statements referred to above present 
fairly the investments managed by the State of Montana Board of Investments 
Short-Term Investment Pool as of June 30, 1979 and 1978, and its investment 
income and distributions and the changes in its investments managed for the 
years then ended, in conformity with generally accepted accounting principles 
applied on a consistent basis. 


Our examinations have been made primarily for the purpose of forming 
the opinion stated in the preceding paragraph. The portfolio information as 
of June 30, 1979, contained in Appendix A of this report, although not 
considered necessary for a fair presentation of the aforementioned financial 
statements, is presented as supplementary information and has been subjected 
to the audit procedures applied in the examination of the basic financial 
statements. In our opinion, the portfolio information is fairly stated in 
all material respects in relation to the basic financial statements, taken as 
a whole. 


Uttar, Meedirtet to , 


Boise, Idaho, 
September 11, 1979. 
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Cash 
Interest receivable 


STATE OF MONTANA BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 
STATEMENTS OF INVESTMENTS MANAGED 


JUNE 30, 1979 AND 1978 


1979 


$ 4,889 
3,279,221 


Investments managed at current value 
(cost of $181,789,885 and $170,717,487, 


respectively) (Note 2) 


Total assets 


Accrued expenses 


Value of units 


Income due participants 


Net asset value 


Units outstanding 


Unit value 


179,256,423 


182,540,533 


(23,091) 


182,517,442 


(1,348,035) 


182,204 


$1,001.72 


1978 
$ 14,427 
2733;.273 


168,415,515 


171,163,215 


(20,401) 


171,142,814 


(12091 227) 


170,781 


67,002.12 


The accompanying notes are an integral part of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 


STATEMENTS OF INVESTMENT INCOME AND DISTRIBUTIONS 


FOR THE YEARS ENDED JUNE 30 


1979 AND 1978 


= eS SE Eee ee SS ee 


Interest income 
Realized gain on sale of investments 


Income before administrative expenses 


Administrative expenses (Note 2) 
Net income 
Income purchased by participants 
Income due participants, beginning of year 


Income available for distribution 


Income distributed on units sold (Note 2) 
November distribution (Note 2) 
May distribution (Note 2) 


Total distributions 


Income due participants, end of year 


1979 


$14,819,383 
17,969 


14,837,352 


(258,692) 


14,578,660 


1,553,956 
1,091 227 


1,536,420 
6,751,755 
7,587,633 


1978 


$12,384,874 
31,744 


12,416,618 


(216,548) 


12,200,070 


951,632 
958,692 


1,013,153 
5,841,627 
6,164,387 


The accompanying notes are an integral part of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


SHORT-TERM INVESTMENT POOL 


STATEMENTS OF CHANGES IN INVESTMENTS MANAGED 


FOR THE YEARS ENDED JUNE 30, 1979 AND 1978 


Net asset value, beginning of year 
Value of units purchased by participants 


Change in current value of 
investments managed 


Value of units sold by participants 


Net asset value, end of year 


1979 


$170,005 15587 


80,986,353 


(231,490) 


(69,637,043) 


1978 


$168 678,310 


61,494,093 


(4,775,434) 


(55,345 , 382) 


The accompanying notes are an integral part of these financial statements. 
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STATE OF MONTANA BOARD OF INVESTMENTS 
SHORT-TERM INVESTMENT POOL 
NOTES TO FINANCIAL STATEMENTS 


JUNE 30, 1979 


if. HISTORY AND ORGANIZATION: 


The State of Montana Board of Investments (the Board) was created by an 
act of the Legislature to invest and manage the State of Montana's 
investment funds on a centralized basis. The Short-Term Investment 
Pool (STIP) provides a short-term investment vehicle to participants 
(state and local governmental units) with a relatively small amount to 
invest. Investment in STIP affords the participant liquidity and a 
return on their investment. The investments and the income of STIP 
are owned by the participants as they purchase units and are managed 
on their behalf by the Board. 


2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: 


Administrative Expenses 


Administrative expenses incurred by the Board are charged to STIP daily 
based on the Board's expenses applicable to STIP. 


Income Distribution 


The value of units purchased or sold includes a daily computation of net 
asset value and income; therefore, income to point of sale is included 
in proceeds to the seller. Cash distributions of income are made to 
continuing participants on the last working day in the months of May 
and November. The amounts shown for value of units purchased and sold 
by participants are net of income purchased and income sold, respectively. 


Investments 


Investments are presented in the statements of investments managed at 
current value. Current values for publically traded securities are 
determined primarily by reference to market prices supplied to the 
Board by various brokerage houses. Gains and losses on bond swaps are 
accounted for on the completed transaction method and are therefore 
currently included in income. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


MEMORANDUM OF SUGGESTED IMPROVEMENTS 
IN ACCOUNTING PROCEDURES AND SYSTEM OF INTERNAL CONTROL 


SEPTEMBER 1979 


ARTHUR ANDERSEN & Co. 


999 MAIN STREET 


Boise, IDAHO 83702 


(208) 345-0937 


Legislative Audit Committee 
Montana State Legislature 


Gentlemen: 


The accompanying memorandum includes suggestions for improvements 
of accounting procedures and internal accounting control measures that came 
to our attention as a result of our examination of the financial statements 
of the investments managed by the State of Montana Board of Investments (the 
Board) for the year ended June 30, 1979. The matters discussed herein were 
considered by us during our examination and they do not modify the opinions 
expressed in our auditors' reports dated September 11, 1979, on such financial 
statements. 


In accordance with generally accepted auditing standards, we performed 
a review and evaluation of existing internal accounting controls for the 
purpose of providing a basis for reliance thereon in determing the nature, 
timing and extent of the audit tests applied in connection with our examination 
of the Board's 1979 financial statements. While certain matters which came 
to our attention during the review are presented in the accompanying memorandum 
for the consideration of management, such a review was not designed for the 
purpose of making detailed recommendations and would not necessarily disclose 
all weaknesses in the existing system. 


The accompanying memorandum also includes comments and suggestions 
with respect to other financial and administrative matters which came to our 
attention during the course of our examination of the financial statements. 
These matters are offered as constructive suggestions for the consideration 
of management as part of the ongoing process of modifying and improving 
accounting control and other financial and administrative practices and 
procedures. 


Very truly yours, 


Mitbed, dudratcr v00 
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Securities in Safekeeping During 1979, physical custody of the majority 


of marketable securities managed by the Board 
were transferred from the Treasurer's office to custodial accounts at 
Manufacturers Hanover Trust Company of New York (Manufacturers). In connection 


with this transfer and the accounting thereof, we noted the following items: 


as Securities listed on the Portfolio Management System (PMS) reports 
have not been reconciled to Manufacturers' monthly Statement of 
Assets. Although we did not note any significant differences, such 
a reconciliation is necessary to ensure that discrepancies do not 
arise between Manufacturers, the Board and the Treasurer's office. 


We recommend that the Treasurer's office reconcile as soon as 
possible the securities listed on Manufacturers’ monthly Statement 
of Assets with those listed on the PMS reports. On a prospective 
basis the reconciliation could be performed at regular intervals 
ranging from quarterly to at least semi-annually. 


Dis Securities managed by the Board are accounted for in separate funds 
according to the agency for which they were purchased. Manufacturers, 
however, has comingled into one fund all securities purchased 
during the period August 1978 through February 1979. This comingling 
could lead to confusion between Manufacturers, the Board and the 
Treasurer's office. 


We suggest that the Board and Treasurer's office instruct Manufacturers 
to begin accounting for these securities in the appropriate fund in 
order to facilitate reconciliation and accounting by the Board. 


She One security recorded by the Board and evidenced by a safekeeping 
receipt from Manufacturers was not listed by Manufacturers on their 


Statement of Assets. 


We recommend that the Board and the Treasurer's office follow-up 
with Manufacturers as to the location of the misplaced security. 
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Physical Examination 
of Mortgages During our examination of supporting documentation 
for mortgages purchased by the Board and held by the 
mortgage servicing agency, we noted the following items. The specific details 
(mame, identification number, servicing agency, etc.) have previously been 


furnished to the Board: 


1. The note supporting one mortgage could not be located by the mortgage 
servicing agency. All other information supporting the mortgage 
was included in the file. 

De We noted nine instances in which the mortgage servicing agency was 
unable to locate the assignment of the mortgage from the bank to 
the applicable fund for which it was purchased. 


We recommend that the Board instruct the appropriate mortgage 


servicing agencies to update and complete their mortgage files. 


Mortgage Accounting Mortgages owned by all agencies and controlled by 

the Board, except those owned by the Teachers' 
Retirement System, are accounted for and reported on the Mortgage Portfolio 
Accounting and Control System (MPACS). Monthly reports prepared by the 
individual servicing agencies and submitted to the Board for input into MPACS 
are generally cutoff at approximately the 20th of the month. As a result, 
activity after the 20th will not be reflected in MPACS until the following 


month. Normal activity during this period is generally insignificant except 
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for purchases or payoffs. We noted that June 30, 1979, mortgage balances had 
not been adjusted for mortgage payoffs for the Public Employees' Retirement 


System for the period June 21, 1979 to June 30, 1979. 


We suggest that at year-end, the Board review the July MPACS report 
for mortgage purchases and payoffs for the period subsequent to the 20th of 


the month and adjust the year-end balance for activity during that period. 


Dividend Income 
Receivable Dividend income receivable is accrued at year-end based 
on information extracted from the Dividend Projection 
Report. The report projects dividends receivable based on past dividends 
received (e.g., amount, payment date, record date, date received, etc.). At 
year-end, the Board compares information for securities listed on this report 
to Standard and Poor's Dividend Record and adjusts amounts appropriately. We 
noted instances however where securities with record dates near year-end or 
with record dates in May for which payment had not been received by June 30, 


were not listed on the report. 


We suggest that a more thorough review be made at year-end for all 
equity securities held. This review could be accomplished by an additional 
comparison of equity securities not listed on the June Dividend Projection 
Report with Standard and Poor's Dividend record. In this way, all equity 


securities will have been reviewed and any errors or omissions noted. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


PRIOR YEAR RECOMMENDATIONS 


The State of Montana Board of Investments is in substantial compliance 


with the recommendations discussed in the 1978 audit report. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


AGENCY REPLIES 


STATE OF MONTANA ee 
DEPARTMENT OF ADMINISTRATION —rpmnen a 8 
a og oem a 


TREASURY DIVISION Pears eer icaternrares 


ULL UE a 4 A ack P Ped cue bua 
as a z: eats “i sil Lit 
THOMAS L. JUDGE, GOVERNOR fa beetes soe F iiires gsi 
David M. Lewis, 
Quam Director Vera S. Freseman MITCHELL BUILDING 
& Ex Officio State Treasurer Administrator, Treasury Division HELENA, MONTANA 59601 


October 19, 1979 


Mr. Jim Howeth, Investment Officer 
Board of Investments 
Department of Administration 


Dear Jim: 


The following is a response in reference to Securities in Safekeeping 
for July 1979 audit conducted by Arthur Anderson. 


1. & 2. We agree fully that the Treasury should reconcile the lot book, 
safekeeping receipts and Manufactures Hanover Trust Report, and eliminate 
any discrepancies that may occur from time to time. We have always, on 

a semi-annual basis, reconciled the vault prior to the securities being 
transferred to Manufactures Hanover Trust Company for safekeeping. In 
1979 the vault was audited by the Treasury and Manufacturers Hanover 
Trust Company both during the transfer of securities. We have not 

since audited Manufacturers Securities report since the securities have 
been commingled into the Treasurers account. We have and are currently 
making arrangements with Northwestern Bank to have all securities trans- 
ferred into the correct accounts that have been established at Northwestern 
Bank and upon completion of this transfer will reconcile the report to 
the safekeeving receipts and lot book. 


In addition, the Treasury never approved the commingling of the various 
funds. The Treasury feels we had better control and access over all 
securities and funds when they were maintained in the States vault. 

Also enclosed is just one receipt to show the manner in which North- 
westerm Bank and Manufactures Hanover Trust currently handle the account. 


3. The Treasury has followed up on New York telephone bond and currently 
has all safekeeping receipts on this bond for $470,000.00. (Three safe- 
keeping receipts for one bond.) 


If I may be of further assistance, please contact me. 


Sincerely, 


Vira 


Vera S. Freseman, Administrator 
Treasury Division 


xc: Dave Lewis 
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DAVE One an9 
FROM THE DESK OF 
RICHARD A, KAIN PORTFOLIO MANAGER 
BOARD OF INVESTMENTS 
STATE OF MONTANA 


4ES-2656 


Dear Paul: 


Enclosed are our responses. 
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Securities in Safekeeping During 1979, physical custody of the majority 


of marketable securities managed by the Board 
were transferred from the Treasurer's office to custodial accounts at 
Manufacturers Hanover Trust Company of New York (Manufacturers). In connection 


with this transfer and the accounting thereof, we noted the following items: 


ie Securities listed on the Portfolio Management System (PMS) reports 
have not been reconciled to Manufacturers’ monthly Statement of 
Assets. Although we did not note any significant differences, such 
a reconciliation is necessary to ensure that discrepancies do not 
arise between Manufacturers, the Board and the Treasurer's office. 


We recommend that the Treasurer's office reconcile as soon as 
possible the securities listed on Manufacturers' monthly Statement 
of Assets with those listed on the PMS reports. On a prospective 
basis the reconciliation could be performed at regular intervals 
ranging from quarterly to at least semi-annually. 


2: Securities managed by the Board are accounted for in separate funds 
according to the agency for which they were purchased. Manufacturers, 
however, has comingled into one fund all securities purchased 
during the period August 1978 through February 1979. This comingling 
could lead to confusion between Manufacturers, the Board and the 
Treasurer's office. 


We suggest that the Board and Treasurer's office instruct Manufacturers 
to begin accounting for these securities in the appropriate fund in 
order to facilitate reconciliation and accounting by the Board. 


Se One security recorded by the Board and evidenced by a safekeeping 
receipt from Manufacturers was not listed by Manufacturers on their 
Statement of Assets. 


We recommend that the Board and the Treasurer's office follow-up 
with Manufacturers as to the location of the misplaced security. 


Board Comments: We concur. Number 2 as specified above was 


implemented as of September 18, 1979. 


Treasurer's Office Comments: Treasurer's office will respond 
-SISSSoUEls SMS Tees CULE seie WHERE Wee eee 
under separate cover. 
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Physical Examination 
of Mortgages During our examination of supporting documentation 
for mortgages purchased by the Board and held by the 
mortgage servicing agency, we noted the following items. The specific details 
(name, identification number, servicing agency, etc.) have previously been 


furnished to the Board: 


ie The note supporting one mortgage could not be located by the mortgage 
servicing agency. All other information supporting the mortgage 
was included in the file. 

2. We noted nine instances in which the mortgage servicing agency was 
unable to locate the assignment of the mortgage from the bank to 
the applicable fund for which it was purchased. 


We recommend that the Board instruct the appropriate mortgage 


servicing agencies to update and complete their mortgage files. 


Management Comments: We concur. Please furnish us the detail. 


SS ee ee 
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Mortgage Accounting Mortgages owned by all agencies and controlled by 

the Board, except those owned by the Teachers’ 
Retirement System, are accounted for and reported on the Mortgage Portfolio 
Accounting and Control System (MPACS). Monthly reports prepared by the 
individual servicing agencies and submitted to the Board for input into MPACS 
are generally cutoff at approximately the 20th of the month. As a result, 
activity after the 20th will not be reflected in MPACS until the following 
month. Normal activity during this period is generally insignificant except 
for purchases or payoffs. We noted that June 30, 1979, mortgage balances had 
not been adjusted for mortgage payoffs for the Public Employees' Retirement 


System for the period June 21, 1979 to June 30, 1979. 
We suggest that at year-end, the Board review the July MPACS report 
for mortgage purchases and payoffs for the period subsequent to the 20th of 


the month and adjust the year-end balance for activity during that period. 


Management Comments: We concur. 
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Dividend Income 

Receivable Dividend income receivable is accrued at year-end based 

on information extracted from the Dividend Projection 

Report. The report projects dividends receivable based on past dividends 
received (e.g., amount, payment date, record date, date received, etc.). At 
year-end, the Board compares information for securities listed on this report 
to Standard and Poor's Dividend Record and adjusts amounts appropriately. We 
noted instances however where securities with record dates near year-end or 
with record dates in May for which payment had not been received by June 30, 


were not listed on the report. 


We suggest that a more thorough review be made at year-end for all 
equity securities held. This review could be accomplished by an additional 
comparison of equity securities not listed on the June Dividend Projection 
Report with Standard and Poor's Dividend record. In this way, all equity 


securities will have been reviewed and any errors or omissions noted. 


Management Comments: We concur. 
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STATE OF MONTANA BOARD OF INVESTMENTS 


PORTFOLIO 


FUND 


Treasurer's Fund 

State Funds Holding Only STIP Units 
Public Employees' Retirement Fund 
Teachers' Retirement Fund 

Trust and Legacy Fund 

Workers' Compensation Fund 

Highway Building Complex Sinking Fund 
Statewide Police Reserve Fund 
Sheriffs' Retirement Fund 
Educational Trust Fund 

Volunteer Firemans' Fund 

Permanent Coal Trust Fund 
University of Montana Field House Fund 
University of Montana Pool Fund 
Montana State University Trust Fund 
Long Range Building Sinking Fund 
Eastern Montana College Trust Fund 
Common School I & I Fund 

Game Wardens' Retirement Fund 
Social Security Fund 

Montana Judges' Retirement Fund 
Hail Insurance Fund 

Subsequent Injury Fund 

Highway Patrol Retirement Fund 
Resource Indemnity Fund 


Montana Tech, P.E., Building Sinking Fund 


Deaf and Blind Fund 

William L. Murphay Fund 
Teachers' Retirement Fullum Fund 
Dixon Endowment Fund 

Peter Potter Trust Fund 

Caras Endowment Fund 

Other (rounding) 


Other Non-State Agencies 


STATE OF MONTANA BOARD OF INVESTMENTS 


SUMMARY OF PORTFOLIO 
JUNE 30, 1979 


= 0st 
“LONG-TERM 


$ 80,748,086 
215,021,889 
172,280,693 

96,982,067 
58,816,533 
1,234,250 
4,496,229 
4,132,831 
8,603,373 
2,005,684 
14,631,533 
13,832 
4,932 
266,000 
2,978,742 
501,786 
8,489,374 
2,282,486 
13,006,634 
2,234,788 
549 ,692 
1,908,826 
5,373,142 
12,017,798 
159,674 


“Amounts shown represent current value of units held by participants. 


LONG-TERM 


$ 80,923,727 
198,854,148 
161,458,711 

88,699,917 
54,307,371 
1,238,996 
4,081,964 
3,938,087 
8,284,515 
1,830,805 
14,286,054 
13,145 
4,632 
265,059 
2,925,262 
510,986 
8,563,373 
1,970,950 
12,961,404 
1,999,757 
459 , 385 
1,786,316 
4,871,557 
ii AFL, Sal 
161,663 
64,043 
247,652 


MARKET 
SHORT-TERM* 


$121,125, 684 
34,338,589 


372,400 
457,853 
2,444,839 
71,477 
2,275,889 
111,633 
15,122 
329 ,637 
398,195 
2,795,506 
128,347 
88,752 
2,276,626 
50,332 
190,396 
544,107 
45,895 
20,359 
6,024 


168,116,310 


Ta aA aa) 


APPENDIX A 


TOTAL 


$202,049 ,411 
34,338,589 
198,854, 148 
161,458,711 
88,699,917 
54,307,371 
1,238,996 
4,454,364 
4,395,940 
10,729,354 
1,902,282 
16,561,943 
124,778 
19,754 
594,696 
2,925,262 
909,181 
11,358,879 
2,099,297 
12,961,404 
2,088,509 
2,736,011 
1,836,648 
5,061,953 
12,015,418 
161,663 

109 ,938 
268,011 


834,428,371 


11,140,113 
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